AR70 Oe ae 


ea Winspeal | i 
| UAIVeFSsIty ef AIDES te af ms 
\-4@ Business Bullaing res 
: ; RAG ORG! a. 
EAMBATOr perlta 10 aw! .. 


TECHNICAL EXCELLENCE 
HIGH QU@IMTY ASSETS 


ANNUAL REPORT 


2002 


WTO 


RESOURCES INC. INC. 
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Upton Resources Inc. was founded in 1987 as an exploration and development company 
based in southeast Saskatchewan. Since then the company has added high quality light oil from 
the northern U.S. and natural gas from the northwest of Alberta to its portfolio. 


Upton is an oil and gas company with a solid history of teamwork, expertise and dedication. We 
focus on efficient, low cost operations and strive to add high quality assets by applying our 
strong technical expertise. 2002 resulted in strong financial results and operating results. 

We are very proud of our achievements and pleased to present our 2002 annual report to 
shareholders. 


2002 Highlights 


Cash flow from operations and cash flow from operations per share for 2002 set record highs 
for the company for the third year in a row and increased to $36.9 million (up 22 percent) and 
$1.89 per share (up 7 percent) while earnings were $6.6 million and $0.34 per share. 


The year 2002 was highlighted by the second quarter acquisition of Empire Energy Inc. 

Upton acquired southeast Saskatchewan light and medium oil production of approximately 
1,600 barrels per day and proven reserves of 2.6 million barrels of oil equivalent (boe) a day 
and probable reserves of 1.3 million boe a day. The acquisition provided solid cash flow and an 
excellent inventory of development locations that Upton began exploiting through the second 
half of the year. 


Proved reserves increased 15.7 percent to 10 million barrels of oil equivalent, primarily as a 
result of the Empire acquisition. Upton’s proved developed producing reserves (PV 10 percent) 
accounted for 84 percent of total proved reserve value of $108 million, while the total proved 
reserve value was 86 percent of established reserve value of $127.2 million. Probable reserves 
were flat at 5.4 million barrels of oil equivalent (boe). 


Upton enjoyed strong oil prices beginning in the second quarter and achieved high netbacks for 
oil properties as average production reached record levels of 5,517 barrels of oil equivalent per 
day for the year. Operating netbacks were $22.54 per barrel of oil equivalent for 2002 and all-in 
cash netbacks were $18.32. 


HIGHLIGHTS 
For the three months and year-ending December 31, 2002 


($000's except where noted) Three Months Twelve Months 
2002 2001 | Change | 
FINANCIAL HIGHLIGHTS 
Revenues $ 19,127|$ 11,129 72% | | $ 69,187 | ¢ 55,323 25% 
Cash flow from operations $ 10,103 | $ 5,956 70% ¢ 36,887 | ¢ 30,345 22% 
Basic cash flow from operations per share $ 0.49 | $ 0.35 40% $ 1.89 | ¢ 1.76 7% 
Diluted cash flow from operations per share $ 0.48 | $ 0.34 41% $ 1.85 | ¢ 1.73 7% 
Net earnings (loss) $ (260) | § 255 | (202%) $ 6648 | § 8,532 | (22%) 
Basic net earnings (loss) per share $ (0.01) $ 0.01 | (200%) $ 0.34 | ¢ 0.50 (32%) 
Diluted net earnings (loss) per share $ (0.01) $ 0.01 | (200%) $ 0.33 | ¢ 0.49 (33%) 
Capital expenditures - including corporate acquisitions | $ 11,856) $5 9,633 23% ¢ 81,040 | ¢ 32,707 | 148% 
Capital expenditures - excluding corporate acquisitions | $ 11,856 | $ 9,633 23% g 39,064 | ¢ 32,707 19% 
Bank debt including working capital deficit $ 52,813 | $ 33,145 59% g 52,813 | ¢ 33,145 59% 
Average basic shares outstanding 20,601 17,167 20% 19,524 17,229 13% 
Average diluted shares outstanding 21,063 gee 21% 19,916 17,532 14% 
Basic shares outstanding 20,632 17,162 20% 20,632 17,162 20% 
OPERATING HIGHLIGHTS 
Daily volumes 
- oil - barrels/day 5,416 4,335 25% 5,114 
- gas sales - mmef/day 2.180 1.453 50% 2.415 
- total barrels of oil equivalent/day (6:1)* 5,779 4,577 26% 5,517 
Drilling activity 
- gross wells 16.0 11.0 oO) 50.0 
- net wells 12.3 7.9 4.4 36.8 
Reserves 
- total proved - boe 10,026.5 8,668.7 16% 10,026.5 8,668.7 
- total probable - boe 5,445.4 5,428.8 1% 5,445.4 5,428.8 1% 
- established (proved +50% probable) - boe 12,749.2 | 11,383.1 12% 11,383.14 12% 
- NPV Established at 10% ($ million)** $  127.2| $ 946 34% $ 94.6 


* (6:1) All natural gas sales volumes are converted on the basis of 1 Bbl of crude oil for 6 Mcf of natural gas. 
*“ (Before income tax and Saskatchewan capital tax and including Alberta royalty tax credit) 


Operating Results 


Fourth quarter production increased 26 percent over 2001 to 5,779 barrels of oil equivalent per 
day. Oil production increased 25 percent to 5,416 barrels of oil per day, while natural gas sales 
were up 50 percent to 2.2 million cubic feet per day. 


Upton drilled 16 gross (12.3 net) wells in the fourth quarter. Except for a deep gas exploration 
well at Strachan, Alberta (0.35 net) that was wet in the primary target zone, Upton concentrated 
on development drilling in southeast Saskatchewan. Four (4.0 net) wells at Midale, two (0.8 net) 
at Heward and six (4.7 net) at Wauchope, Innes, Rock Lake, Glen Ewen and Melrose were 
successful oil producers. Vertical step-out and re-entry wells at Heward and Arcola were 
completed as salt water disposal wells. A vertical step out at Melrose (1.0 net) was 
unsuccessful. 


In the fourth quarter at Larne in northwest Alberta, Upton’s partner tied in a previously 
completed Sulphur Point natural gas well (Upton 50 percent W.I.) and brought on gas 
production in early November at 425 mcfd net to Upton. 


For the year 2002, production volumes increased 20 percent to 5,517 barrels of oil equivalent 
per day. Crude oil sales were up 18 percent to 5,114 barrels per day, largely due to the Empire 
acquisition. Natural gas sales increased 68 percent to 2.4 million cubic feet per day attributed to 
the Larne Bistcho area of northwest Alberta, which had an additional 7 (2.9 net) wells brought 
on production in the year. 


Upton drilled 50 (36.8 net) wells in 2002. By core area 38 (29.9 net) were drilled in southeast 
Saskatchewan, 5 (4.2 net) in the northern U.S. and 7 (2.7 net) in Alberta. 


For the three months and year-ending December 31, 2002 
($000's except where noted) Three Months Twelve Months 


2002 2001 Change 2002 2001 | Change 
Netbacks ($/boe) 
except where noted 
- oil ($/bbI) $ S/.0o8iomees.on 61% $ 35.69 | $ 33.06 8% 
- gas ($/mcf) $ 465|$ 2.57 81% $3.49 Sues. o3 5% 
- wellhead $ 37.02 | $ 22.90 62% S$) 34.618 657 992.38 7% 
- hedge $ (1.04) | $ 3.53 (129%) $ (0.25)|$ 0.65 (138%) 
= net realized $ 35.98 | $ 26.43 36% $ 34.36) $ 33.03 4% 
Royalty costs $ TAS A bee e423 69% eater Aa lich | eSeminar de) 6% 
Operating costs $ 5.37 |$ 4.19 28% $4.71) 4.10 15% 
Operating netback $ 23.48 | $ 18.01 30% Sg22.545\ Gee 22.26 1% 
General & Admin $ 2.21 Miho 2100 (9%) $ 2.20|$ 2.19 0% 
iierast $ 1.06 |$ 0.72 47% $ 0.92|$ 0.89 3% 
Capital Taxes $ 1.14/$ 0.64 78% Soa JOR eee 8% 
Cash netback $ 19.01 | $ 14.15 34% S18.02 oon eals 1% 


Financial Results 


In the fourth quarter a 26 percent increase in daily volumes and a 36 percent increase in 
realized commodity prices resulted in a 70 percent increase in cash flow from operations to 
$10.1 million and a 40 percent increase in basic cash flow from operations per share to $0.49. 


Upton recorded a loss of $260,000 and $0.01 per share basic in the fourth quarter. This was 
negatively impacted by depletion of $10.0 million in the quarter. The Empire acquisition had a 
cost effective influence on the depletion rate but other expenditures did not substantially 
increase proved reserves for the period. 


Fourth quarter revenues increased 72 percent over 2001 to $19.1 million. Upton’s average 
royalty rate was 19.8 percent. Operating costs increased to $5.37 per barrel of oil equivalent. 
Production increases in Upton’s higher cost areas of northwest Alberta and the northern U.S. 
increased operating costs per barrel of oil equivalent, while southeast Saskatchewan averaged 
$4.28 per barrel equivalent in the quarter. General and administrative expense on a per barrel 
of oil equivalent basis was down 9 percent to $2.27 as the Empire acquisition was made with 
limited additional G & A. Interest charges increased to $564,000 and in the quarter, up due to 
the partial debt financing of the Empire acquisition. 


Capital spending in the quarter was $11.9 million, of which $7.4 million was for drilling, 

$1.2 million for land and seismic, and $3.3 million for facilities and equipment. Capital 
expenditures in Alberta in the fourth quarter were $1.8 million, primarily for Upton’s fourth 
quarter cost for the Strachan well, with the balance of expenditures in southeast Saskatchewan. 


Upton’s year-end debt and working capital deficit was $52.8 million. The ratio of net debt and 
working capital deficiency to fourth quarter annualized cash flow was 1.3 times. 


For the year 2002, cash flow from operations increased 22 percent to $36.9 million, while basic 
cash flow from operations per share increased 7 percent to $1.89. West Texas Intermediate 
averaged $26.08 per barrel up marginally from $25.90 in 2001. Production volume increases of 
20 percent contributed to most of the growth. 


Earnings were $6.6 million, down 22 percent from 2001. Basic earnings per share were $0.34, 
down 32 percent. The results were influenced by higher depletion charges. 


Revenues increased 25 percent driven primarily from production volume increases. Upton’s 
2002 average royalty rate was 20.7 percent. Operating costs averaged $4.71 per barrel of oil 
equivalent, an increase of 15 percent due to similar factors that influenced the fourth quarter 
results. Both operating netbacks at $22.54 per barrel of oil equivalent and all-in cash netbacks 
of $18.32 were up marginally from 2001. On an equivalent barrel basis interest costs, general 
and administrative expenses, and capital taxes (primarily the Saskatchewan resource surcharge 
on revenue) increased 3 percent year-over-year. 


Capital spending, excluding corporate acquisitions, was $39.1 million on program costs of which 
$21.1 million was invested in southeast Saskatchewan, $9.7 million in the northern U.S., and 
$8.3 million in Alberta. 


Bank debt and working capital deficiency was $52.8 million at December 31, 2002, for a trailing 
debt to cash flow ratio of 1.4 times. Debt increased year-over-year due to the partial debt 
financing of the Empire acquisition. Capital stock increased by $12.9 million and 3.5 million 
shares also due to the Empire acquisition. 


Outlook 


On January 27, 2003 Upton announced that it had commenced a process to explore strategic 
alternatives designed to maximize shareholder value. Subsequently the Board of Upton 
engaged Tristone Capital Inc. and Yorkton Securities Inc. as financial advisors. At the time of 
writing this report, the process is underway and results will be communicated to shareholders as 
soon as possible. 


| would like to extend sincere thanks to Upton’s team of management, head office employees 
and field staff, who work diligently throughout the year to implement our strategic objectives and 
to maintain Upton as an efficient and profitable producer. 


On behalf of the Board of Directors, 


a 


G. Scott Dutton 
President and Chief Executive Officer 


April 30, 2003 


REVIEW OF EXPLORATION AND OPERATIONS 


2002 Total Land Holdings 


Acres | Gross Net W1% 
Developed 46,976 28,258 60.15% 
Undeveloped 554,084 316,959 57.20% 


Total 601,060 345,217 57.43% 


NET LAND HOLDINGS 
(000 Acres) 


Undeveloped Land Reconciliation 


Acres Gross Net 
Undeveloped land January 1, 2002 328,033 
Acquisitions and reallocations 211.000 


Expiries and reallocations (51,614 
Undeveloped land December 31, 2002 554,084 


Net Undeveloped Land by Core Area 


2002 2001 Increase/(Decrease 
NW Alberta 64,833 61,826 3,007 
Northern U.S. 53,306 59,698 (6,392) 
SE Saskatchewan 198,820 80,634 118,186 
Total 316,959 202,158 114,801 


2002 Drilling Results 


Development Total Total Grand Total 
Horizontal Vertical Development Exploration 
Wells Gross Net Gross Net Gross Net Gross Net Gross Net 
Oil 28 223 0 0 28 ZO3 3 2.8 31 25.1 
Gas 0 0 0 0 0 0 6 22 6 ZZ 
Dry 0 0 1 1.0 1 120 4 Gh) 5 4.5 
Other 0 0 6 3.8 6 3.8 2 tz 8 5.0 
Total 28 Papo cs 4.8 30 Zitat 15 9.7 50 36.8 
Operated a, 22.1 Uf 4.8 34 26.9 8 7.0 42 33.9 
Non-Operated 1 OFZ 0 0 i 0.2 i Baill 8 2.9 
Success Rate 100% 100% 100% 79% 97% 96% 73% 64% 90% 88% 


Average Interest 


Major Producing Properties 


BOE Current 2002 2001 2000 

April 12/03 Volume  % of Total Volume —_% of Total Volume —_% of Total 
SE Saskatchewan SIZ 4,623 84% 3,940 86% 4,067 95% 
U.S. Properties 516 584 10% 510 11% 196 5% 
NW Alberta 155 310 6% 139 3% 0 0% 


Total 5,798 


100% 


5,517 


4,589 


100% 4,263 100% 


Major Properties Drilling Summary, Production, Land, 
Average Working Interest and Crude Quality 


Area 2002 Drilled Wells 2002 Average Production Net Undeveloped Average WI Crude Quality 
Gross Net BOEPD __% of Total Land, Acres % API, deg 

SE Saskatchewan 38 29:9 4,623 84% 198,820 72% 29-37 

U.S. Properties 5 4.2 584 10% 53,306 50% 40 

NW Alberta rs Zu 310 6% 64,833 24% 

Total 50 36.8 5,517 100% 316,959 


Reconciliation of Changes in Reserves 


Oil, mstb 

Proven Probable Total 
Balance December 31, 1999 8,919.7 4,023.3 12,943.0 
Additions 1,359.8 960.7 2,320.5 
Acq./Sales of Reserves - - - 
Revisions of Prior Estimates 145.9 (997.7) (851.8) 
2000 Production (1,560.4) - (1,560.4) 
Balance December 31, 2000 8,865.0 3,986.3 AZo 
Additions 1,664.3 MH olf 2,826.0 
Acq./Sales of Reserves (705.0) (263.1) (968.1) 
Revisions of Prior Estimates (27.7) (314.0) (341.7) 
2001 Production (1,587.3) - (pesie3) 
Balance, December 31, 2001 8,209.2 4,570.8 12,780.0 
Additions 329.0 102.6 431.6 
Acq./Sale of Reserves 2 One 1,245.9 3,816.2 
Revisions of Prior Estimates NWS (899.9) (684.7) 
2002 Production (1,870.0) - (1,870.0) 
Balance December 31, 2002 9,453.8 5,019.5 14,473.3 


Columns may not add due to rounding 


Proven 


Gas, mmcf 


Probable Total 


2,248.0 


1,035.0 
(525.8) 
2,757.2 


1,152.8 
439.0 
(50.9) 

(861.4) 

3,436.7 


4,937.9 Uo. 


210.0 1,245.0 
: (525.8) 
5,147.9 7,905.1 


- TeiOZ28 
157.0 596.0 


(2,748.9) (2,799.8) 


: (861.4) 
2,556.0 5,992.7 


BOE, mstb (Gas 6:1) _ 


Proven Probable Tot 
8,919.7 4,023.3 12,943. 
1,359.8 960.7 2320: 
145.9 (997.7) (851. 
(1,560.4) - (1,560. 
8,865.0 3,986.3 12.8518 
2,039.0 1,984.7 4,023. 
(705.0) (263.1) (968.: 
144.8 (279.0) (134.; 
(1,674.9) - (1,674! 
8,668.7 5,428.8 14,097. 
By)... 102.6 623. 
2,643.5 127 2a 3,915. 
206.7 (1,358.0) (Gletkenl 
(2,013.6) - (2,013. 
10,026.6 5,445.5 15,472. 


Major Properties Reserves and Net Present Value 


2002 Year-End Reserves Net Present Value@ 12%*, M$ 


Area Proven Probable Total % of Total Established % of 
Total Proven Established 

SE Saskatchewan 7,711 3,036 10,746 70% 83,871 95,709 80% 

U.S. Properties 1,882 2,046 3,928 25% 14,045 18,286 

NW Alberta 434 364 798 5% 4,643 5,833 


Total BOE 5,446 15,472 100% 


* Estimated future net revenues before income taxes and Saskatchewan capital taxes, discounted at 12% as 
evaluated in the Reserve Evaluation 


Reserves Life Index and Reserve Replacement Ratio 


2002 2001 2000 
Reserves Comparison (mboe) _(mboe) 
Proven (mbbls) 10,027 8,669 
Probable (mbbis) ss saan 5,446 5,429 
Total (mbbls) 15,472 14,097 
Established 12,750 11,383 
Q4 Annualized Production 2,127 1,670 1,645 
Reserve Life Index 
Proven (yrs) 4.7 By 5.4 
Established (yrs 6.0 6.8 6.6 
Total Proven and Probable (mbbls) 7.3 8.4 7.8 
Reserve Additions, Net of Revisions and Acquisitions 
Proven (mbbls) 3,371 2,184 1,505 
Established (mbbls) 3,380 3,036 1,487 
Total Proved and Probable (mbblis) 3,388 3,890 1,468 
Reserve Replacement Ratio 
Proven 1.6 12 0.9 
Established 1.6 1.8 0.9 
Total Proven and Probable 1.6 28) 0.9 


Upton Resources Inc. Escalated NPV Comparison 
Present Value of Future Cash Flow (§$ millions) 


2002 2001 
Discounted at 0% 10% 12% 15% 0% 10% 12% 15% 
Total Proven 152.9 108.0 102.5 95.5 114.3 78.4 74.0 68.5 
Probable 76.3 38.4 34.5 29.8 61.0 S38) DY POS 
Grand Total Proven and Probable 229.2. 146:.4° 137.0 4125.3" 175.3" A017 10322 93.8 
Established 191.1 127.2 119.8 110.4 1448 946 886 81.2 


Note: Estimated future net present value before income taxes and Saskatchewan capital tax from the Reserves Evaluation 


Upton Resources Inc. Constant Dollar NPV Comparison 
Present Value of Future Cash Flow ($ millions) 


2002* 2001* 
Discounted at 0% 10% 12% 15% 0% 10% 12% 15% | 
Total Proven 215.7 149.1 141.0 130.66 1088 762 72.2 #£67.0 
Probable 109.3 56.3 508 442 543 #298 26.9 23.4 
Grand Total Proven and Probable 325.0 205.4 191.8 174.8 163.1 106.0 99.1 90.4 
Established 970.49 177.3. 166.4 152.7 13595591) SSN Our. 


* 2002: Oil $40.08/bbI CDN ($29.39 U.S. WTI), Gas $5.16/mcf CDN 


* 2001: Oil $29.51/bbl CDN ($21.00 U.S. WTI), Gas $3.39/mcf CDN 
Note: Estimated future net present value before income taxes and Saskatchewan capital tax from the Reserves Evaluation 


Crude Oil & Natural Gas Escalating Price Forecast as of January 1, 2003 


WTI @ CDN/U.S.$ EDM Ref 

Cushing Exchange WTI @ Cushing Price 

Year U.S.$/bbl - Rate CDN$/bbl CDN$/bbl 
2003 26.00 0.650 40.00 38.96 
2004 24.00 0.650 36.92 35.86 
2005 22000 0.650 34.62 3309 
2006 22.95 0.650 35:31 34.20 
2007 23.41 0.650 36.01 34.89 
2008 23.88 0.650 36.73 35.59 
2009 24.35 0.650 37.47 36.30 
2010 24.84 0.650 38:22 37.02 
2011 25.34 0.650 38.98 37.76 
2012 25.85 0.650 39.76 3O202 
2013 26.36 0.650 40.56 39.29 
2014 26.89 0.650 41.37 40.08 
2015 27.43 0.650 42.20 40.88 
2016 27.98 0.650 43.04 41.69 


28.54 


5.00 


4.00 


3.00 


2.00 


1.00 


0.00 


0.650 


43.90 


OPERATING COSTS 
($/Barrel) 


42.53 


AECO “CGC? 

Henry Hub CDN$/ 
U.S.$/mmbtu mmbtu 
ANS 5.60 

3.90 5.20 

3.70 4.88 

S19) 4.94 

3.80 5.00 

BS) 5.06 

3.90 5.2 

3.95 5.18 

4.00 5.24 

4.05 5.30 

4.10 5.36 

AN ANS 5.41 

4.20 5 Al 

Ae25 5.53 


4.33 


5.63 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 


(all tabular figures in thousands of dollars, unless otherwise noted) 


Highlights 


The highlights of Upton Resources Inc.’s financial performance for the year-ended 
December 31, 2002 are summarized as follows: 


e Basic cash flow from operations increased 22 percent from 2001 to $36.9 million, while 
cash flow from operations per share was 7 percent higher at $1.89. 


e Daily average sales volumes increased by 20 percent to 5,517 barrels of oil equivalent 
(boe) per day from the 2001 total of 4,589 boe per day. Gas is converted at a rate of 6 to 1. 


e Cash netbacks remained relatively stable at $18.32 per boe in 2002 compared to $18.13 in 
2001. 


e Revenue increased 25 percent to $69.2 million compared to $55.3 million on sales of 
2.0 million boe. 


e Prices net of hedges realized during 2002 increased 4 percent to $34.36 per boe. 
e Production costs increased 15 percent to $4.71 per boe. 


e The depletion and depreciation provision of $26.1 million was 59 percent higher than 2001’s 
$16.4 million. 


e Upton realized earnings of $6.6 million or $0.34 basic per share compared to earnings of 
$8.5 million or $0.50 basic per share in 2001. 


e The debt to trailing cash flow from operations ratio at year-end 2002 increased to 1.36 to 1 
from 0.91 to 1 at year-end 2001. 


e Canadian income tax pools increased by 63 percent to $96.0 million. 


e Net capital expenditures, excluding corporate acquisitions, were $39.1 million, up 
19 percent from 2001. 


e Reserve additions, net of revisions, acquisitions and sales, were 3.4 million boe. 


e Finding and development costs were $20.36 per boe in 2002, for a two-year average of 
$16.09 per boe based on total proved and probable reserves. 
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Operating Income 


2002 2001 % Change 2000 
Oil sales 66,623 
Gas sales 3,077 lpioM 
Total oil and gas sales 69,700 


Hedge (513) 
Net realized oil and gas revenue 69,187 Hopoza Zo 56,616 
Royalties 14,314 11,229 
Production expenses 9,489 6,867 
Operating income 45,384 Sf,221 
Netbacks ($ per boe, unless otherwise stated) 
Oil sales ($ per barrel) 35.69 33.06 40.96 
Gas sales ($ per mcf) 3.49 3.33 
Total oil and gas sales 34.61 32.38 
Hedge price (0.25) 0.65 
Total sales price per boe (6:1) 34.36 33.03 4 36.28 
Royalties 7.11 6.70 


Production expenses 
Operating netback 


Upton’s operating income increased 22 percent to $45.4 million in 2002. Additional production 
from 7(2.9 net) new wells in northwest Alberta increased gas sales 68 percent to 2.4 mmcf per 
day and contributed $3.1 million to revenues in 2002. The Empire acquisition from April 2002 
added approximately 1,600 barrels of oil per day increasing annual sales volumes by 18 percent 
to 5,114 barrels of oil per day and contributing $66.6 million to revenues in 2002. Improving 
West Texas Intermediate prices, primarily in the fourth quarter, resulted in annual hedge losses 
of $0.5 million. Twenty percent higher sales volumes and marginally improved sales prices 
resulted in a 25 percent increase in revenues. 


Hedging gains of $1.1 million and $0.65 per boe in 2001 reversed in 2002 with improving West 
Texas Intermediate prices resulting in hedging losses of $0.5 million and $0.25 per boe in 2002. 
Wellhead realized prices increased by 7 percent to $34.61 per boe compared to $32.38 in 2001. 
The change tracked WTI oil prices which rose from U.S.$25.90 in 2001 to U.S.$26.08 in 2002. 
In 2002, Upton had an average corporate natural gas price of $3.49 per mcf, which was lower 
than the industry average due to lower priced associated gas in southeast Saskatchewan. 
Alberta gas prices received averaged $3.85 per mcf for the year. 


Royalties increased 27 percent for the year, approximately the same increase in revenues. 


Sales Volumes and Production Expenses 


2002 2001 % Change 2000 
Sales volume oil (mbbls) 1,867 1587 18 1,560 
Sales volume gas (mcf) 881 526 67 
Total sales volume (6:1) (mboe) 2,014 1,675 20 1,560 


9,489 


Production expenses increased by 38 percent to $9.5 million in 2002, reflecting higher 
production levels. 2002 production increases in Upton’s higher cost areas of northwest Alberta 
and the northern U.S., in addition to slightly higher operating costs per boe in southeast 
Saskatchewan, contributed to the increase in operating costs per boe of 15 percent to $4.71 in 
2002 compared to $4.10 in 2001. 


General and Administrative Expenses 


2002 2001  % Change 2000 

Gross expense 6,861 5,816 18 5,094 
Less recoveries 

Overhead 2,079 1,664 25 1,688 

Capitalized indirect G&A overhead 349 479 (27) 472 
Net Expenses 4,433 3,673 21 2,934 
Average cost ($ per boe) 
Gross 3.41 3.47 2 SPL 
Net 2.20 2.19 0 1.88 
Number of employees 
Head office 25 26 (1) 20 
Field operations 16 its 1 14 
Total Employees 41 41 0 39 


Staff levels remained constant in 2002 and 2001, however gross G&A costs increased 
18 percent last year due to higher employee expenses, additional expenses associated with the 
Empire Energy acquisition and increased investor relations costs. 


Capital expenditures and the number of wells drilled were similar in each of the last two years, 
however, the Empire acquisition increased the amount of joint venture properties and partners 
Upton is involved with, resulting in a 25 percent increase in overhead recoveries in 2002 
compared to 2001. Capitalized indirect G&A overhead recoveries were down 27 percent as 
there was a lower level of exploration activity in the year. These factors resulted in a 21 percent 
increase in net G&A and no change in net G&A on a per boe basis. 


Interest and Financial Expense 


2002 2001 % of Change 2000 


Credit facility 1,852 1,496 24 1,872 
Debenture - - - 294 
1,852 1,496 24 2,166 


0.92 0.89 3 1.39 


Upton uses its bank line of credit for primary borrowings. The average draw on this line in 2002 
was $44.3 million up from $25.0 million in 2001. Interest expense increased 24 percent to 

$1.9 million in 2002 due to the Empire Energy Inc. acquisition in April 2002. Although prime 
lending rates were lower averaging 4.2 percent in 2002 compared to 6.0 percent in 2001, debt 
was increased by $17.3 million in April 2002 for the cash, debt and working capital portion 
associated with the acquisition of Empire Energy Inc. Upton’s bank line of credit was also 
increased to $55 million from $32 million in April 2002. 


Current and Capital Taxes 


2002 2001 % of Change 2000 
Federal capital taxes 144 92 5%, 32 
Saskatchewan capital taxes 2,068 1,621 28 PDN 
Current taxes - - - - 
Total Current & Capital Tax 2,212 divers. 29 2,248 


Saskatchewan capital taxes are 3.6 percent on oil and gas revenue from production in the 
province. In 2002, capital taxes increased by 29 percent to $2.2 million, due primarily to the 

25 percent increase in revenues from the Empire acquisition, which was entirely Saskatchewan 
oil production. 


Cash Flow from Operations 


2002 2001 % of Change 2000 
Cash flow from operations 36,887 30,345 22 29,100 


Production netbacks 
($ per boe, unless otherwise stated) 


Oil sales ($ per barrel) 35.69 33.06 8 40.96 
Gas sales ($ per mcf) 3.49 S30 6 0 
Total oil and gas sales 34.61 32.38 ih 40.96 
Hedge (0.25) 0.65 (138) (4.68) 
Net realized oil and gas sales 34.36 33.03 4 36.28 
Less 

Royalties 7.11 6.70 

Operating expenses 4.71 4.10 

Operating netback 22.54 22.29 

General and administrative 2.20 219 


Interest 0.92 0.89 1.39 
Current and capital tax 1.10 
Cash netback 18.32 
Production volume (mboe 
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Upton’s cash flow from operations increased by 22 percent to $36.9 million in 2002. The 
increase was primarily driven by an increase in sales volumes as a result of the Empire 
acquisition and increased gas production as cash costs on a per boe basis were relatively flat. 
This resulted in an average operating netback of $22.54 per boe and an average all-in cash 
netback of $18.32 per boe in 2002. 


Depletion, Depreciation, Abandonment and Restoration 


2002 2001 % Change 2000 
Depletion and depreciation 26,120 16,409 59 : 
Restoration provision S72 793 
Total 27,092 17,202 


Average cost 


Depletion and depreciation expenses increased to $26.1 million from $16.4 million. The 
increased depletion and depreciation expense in 2002 primarily reflects an increase in 
depletable assets from over $100 million in program expenditures in the last three years, which 
primarily replaced production but did not add to proven reserves at a cost of over $20.00 per 
boe. The Empire acquisition added proven reserves in 2002 at a cost close to the 2002 
depletion rate. These higher depletion costs are applied to higher sales volumes in 2002. 


The site restoration abandonment expense increased to $1.0 million for 2002. Sale volumes 
were higher while the rate per boe was unchanged. 


Future Taxes 


2002 2001 _% Change 2000 
1,420 2,876 
(13,409) 


Future income tax benefit 

Future income tax benefit (liabilit 
Net future income tax benefit (liability) 
Future tax provision 


The 2002 future tax benefit is represented by CDN$1.4 million (U.S.$0.9 million) from Upton’s 
U.S. subsidiary. Upton Resources U.S.A. Inc. has an additional U.S.$1.9 million of costs and 
losses representing tax value in excess of net book value, which are not recorded as a future 
tax benefit. All future tax benefits have not been recorded because the Company has not 
concluded that the utilization of all of these future tax benefits is “more likely than not’, as per 
Canadian generally accepted accounting principles. 


The future tax liability of $13.4 million is primarily related to the acquisition of Empire Energy 
Inc. Positive earnings throughout 2002 drew down the entire $1.5 million Canadian future tax 
asset from 2001 and recorded an additional $1.7 million future tax liability. This in addition to 
recording $11.7 million future tax liability from the Empire acquisition resulted in the 

$13.4 million future tax liability. 
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Net Earnings 


2002 2001 % Change 2000 
Cash flow from operations 36,887 30,345 22 29,100 
Less 

Depletion 26,120 16,409 59 12,401 
Site restoration 832 
Future tax provision 4,942 
Net earnings 


The higher depletion rate and higher sales volume in 2002 increased non-cash expenses by 
39 percent, and caused earnings to decrease to $6.6 million. 


Capital Expenditures, Reserve Additions and Finding Costs 


2002 2001 % Changed 2000 

Corporate acquisitions 41,976 - 100 - 
Less: Increase in PP&E from non-cash items including 

(11,780) - 100 - 


future tax liability and site restoration liability 


Net corporate acquisitions for cash 30,196 - 100 - 
Property acquisitions - 1,548 (100) 338 
Property dispositions - (7,289) 100 0 
Land and other 2,178 4,041 (46) 2550 
Exploration and development 28,707 26,369 9 19,199 
Equipment and facilities 7,554 7,369 3 7,025 
Capitalized indirect overhead 349 479 (27) 472 
Corporate (excluded from finding costs) 276 190 

Total net capital expenditures 69,260 BWA (A OVE 


Reserve additions, net of revisions, 
acquisitions and sales (mboes) 


Proven (mboes) 3,371 1,479 
Probable (mboes) 17 1,443 
Total reserve additions 3,388 2,921 
Finding costs ($ per boe) 
Proven 20.46 21.99 (7) 19.65 
Proven plus probable 20.36 latent 83 20.14 
Two year rolling average 
Proven 20.93 20.81 1 23.94 


Proven plus probable 


Upton’s 2002 net capital expenditure increased 19 percent to $39.1 million, excluding the 
Empire Energy Inc. acquisition. Including the Empire acquisition, capital expenditures increased 
148 percent to $81.0 million which includes $11.7 million in additions due to the future tax 
liability associated with the Empire Energy purchase. 


In April 2002, Upton acquired all of the outstanding shares of Empire Energy Inc. for 
consideration of cash, shares and the assumption of debt and working capital of 

$30.2 million. Production of approximately 1,600 boe/day, proven reserves of 2.6 million boe 
and probable reserves of 1.3 million boe were acquired. 


16 


Capital spending, excluding corporate acquisitions, of $39.1 million had $21.1 million invested in 


southeast Saskatchewan, $9.7 million invested in the northern U.S. and $8.3 million invested in 
Alberta. 


Upton’s drilling program in 2002 included 50 (36.8 net) wells including 38 (29.9 net) in southeast 
Saskatchewan, 5(4.2 net) in North Dakota and 7 (2.7 net) in Alberta. Forty five of the wells were 
successfully completed as oil, gas or disposal wells resulting in a 90 percent success rate. 


Net Asset Value 


2002 Escalating Price 2001 

10% 12% 15% 12% _% change 
Established reserves — mboe 12,750 12,750 12,750 11,383 12 
Net resource value* 120,960 113,925 105,008 SIE 36 
Net land value ** 14,370 14,370 14,370 14,151 2 
Business assets 135,330 128,295 119,378 97,923 Sit 
Bank debt and working capital deficit (52,813) (52,813) (52,813) (33,145) (59) 
Net asset value 82,517 75,482 66,565 64,778 17 
Outstanding shares 20,632 20,632 20,632 17,162 20 
Net asset value per share 4.00 3.66 3.23 S41 (3) 


* Probable values have been reduced 50 percent for risk. Net resource values are after deduction for the 3.6 percent 
Saskatchewan capital tax resource surcharge. 
** Net land value: 2002 (201,150 acres @ $70 per acre and 115,809 acres @ $2.50 per acre), 
2001 (202,158 acres @ $70 per acre) 


At December 31, 2002 Upton’s net asset value per share at a 12 percent discount rate was 
down 3 percent at $3.66 per share. Established reserves increased 12 percent. The escalating 
price assumptions of the Company’s independent consulting engineers also increased while 
outstanding shares increased 20 percent due to the Empire acquisition. 


Income Tax Pools 


2002 2001 % Change 2000 
Canadian oil and gas property expense 20,916 20,193 4 
Canadian development expenses 40,879 21,933 86 20,695 
Canadian exploration expense 12,459 2,950 322 4,774 
Undepreciated capital cost 21,723 13,959 56 
Total Canadian tax pools 95,977 59,035 63 64,240 
United States tax pools and losses (U.S.$) 14,423 


The Company’s Canadian oil and gas property expense tax pool (10 percent annual claim), 
Canadian development expense tax pool (30 percent annual claim), Canadian exploration 
expense tax pool (100 percent annual claim) and undepreciated capital cost pools increased by 
63 percent by year-end 2002. 


The large increase in income tax pools is for two primary reasons. First, the acquisition of 
Empire Energy Inc. which added $14.3 million in pools in April 2002. Secondly, the company 
consolidated the Canadian production operations of Empire and Upton in a partnership on 
May 1, 2002. Because of tax rules specific to partnerships, the partners, Upton Resources Inc. 
and Empire Energy Inc. (renamed Upton Oil & Gas Inc.), recognize their share of 2002 
partnership income in 2003 thus deferring a drawdown of pools in 2002. 


In the United States, costs and losses of U.S.$24.9 million are available to be claimed against 
future taxable income. Upton’s U.S. future tax assets remain at U.S.$0.9 million 

(CDN$1.4 million), which is unchanged from 2001. The remaining U.S.$1.9 million of tax value 
in excess of book value was not recorded as a future tax asset in the year. 


While the Company has significant tax pools to shield it from income tax in Canada, the 
combination of strong commodity prices and production volume growth could produce current 
income tax in the near term. In the U.S., future income will be shielded from income tax and 
Upton does not expect to pay current tax in the near term. 


Bank Debt - secured by long-term assets 


2002 2001 % Change 2000 
Bank debt balance — opening 27,763 27,200 2 22,342 
Less 
Share issue net of issue cost — Empire acquisition 12,856 - 100 . 
Share issue — options 134 283 (53) 114 
Cash flow from operations 36,887 30,345 22 29,100 
Dispositions of property & equipment - 6,901 (100) - 
Change in working capital (2,673) 2,463 (209) (55) 
Current portion of long-term debt - - - (3,000) 
Plus 
Additions to property & equipment 69,260 39,996 13 29,547 
Net site restoration expenditures - - 
Shares purchased and cancelled 297 
Foreign exchange (non-cash) (12) 
Net increase — bank debt 22,341 


Bank debt balance — closin 50,104 


Quarterly Financial Information 


2002 2001 

Q1 Q2 Q3 Q4 Qi Q2 Q3 Q4 

Revenue 195974 Wi7e8 Ad 9205275) 19127 a 534 142223 4 OS OM ain Z29 
Net income (loss) 1,794 23 3,001 (260) 3,108 DSV| 2,648 255 
Per share basic 0.10 0.11 0.15 (0.01) 0.18 0.15 0.15 0.01 
Per share diluted 0.10 0.10 0.14 (0.01) 0.18 0.14 OL1 0.01 
Cash flow from operations 6,404 9,103 11,277 10,103 8,690 7,524 8,175 5,956 
Per share basic 0.37 0.46 0.55 0.49 0.50 0.44 0.47 O35 


Per share diluted 0.37 0.45 0.54 0.48 0.50 0.43 0.46 


Liquidity and Financial Resources 


The Company's financial strategy is to fund capital expenditures from cash flow, supplemented 
by credit facilities and equity issues when appropriate. Upton’s bank debt is expected to be 
within the target of 1.5 times next year’s forecasted cash flow from operations using a budgeted 
oil price of U.S.$25 WTI. The ratio of year-end debt and working capital deficiency to twelve 
month trailing cash flow from operations increased to 1.43 times compared to 1.1 times in 2001. 


Based on a WTI oil price of U.S.$25.00 for 2003, the Company anticipates this ratio to be less 
than 1.5 times. 


Upton’s authorized credit, all of which is secured, was $55 million at year-end 2002. Current 
operating lines, which were reviewed and renewed in early 2003, are being finalized at the 
same level. 


At December 31, 2002 the Company had drawn $50.1 million on the revolving credit facility, 
leaving $4.9 million available for additional capital expenditures and working capital needs. No 
principal repayments under the facility agreement are anticipated in 2003. 


For the year-ended 2002, Upton had 20,631,914 common shares issued and outstanding. This 
balance reflects 3,499,970 shares issued pursuant to the acquisition of Empire Energy Inc., 
55,500 employee options exercised, and 86,000 shares repurchased and cancelled by normal 
course issuer bid. 


During the year 14,146,563 shares of Upton traded on The Toronto Stock Exchange, with a 
high of $4.60, a low of $2.57 and a closing price at December 31, 2002 of $4.15. For the year- 
ended 2002, the directors and officers of the Company beneficially owned 2,550,088 or 

12.4 percent of the common shares. 


Future Business Prospects 
Industry Environment 


The oil and gas industry is significantly influenced by worldwide oil prices and North American 
gas prices. The price of oil is affected by global events of an economic, political and 
environmental nature. These factors may cause an imbalance of supply and demand, which in 
turn affects the price of oil. The world supply and demand balance directly affects the oil price 
realized by Canadian producers. Prices for natural gas reflect supply and demand in North 
America and are impacted by drilling activity, decline rates, weather, alternative forms of energy 
and the strength of the economy. This price impact directly impacts cash flow and therefore the 
levels of capital expenditures, growth and potential for success. 


Oil and Gas Prices 


In 2002 the price of oil was weak in the first quarter but staged a strong comeback in the second 
half of the year to average U.S.$26.08 WTI for the year. During the fourth quarter, WTI 
averaging U.S.$28.16 per barrel. Worldwide economic activity was slow during the year which 
places downward pressure on worldwide oil prices. The Organization of Petroleum Exporting 
Countries (OPEC) has provided price support using production constraint but a war premium 
impacted prices. Upton’s annual wellhead oil price was CDN$35.69 in 2002. Prices are also 
affected by the quality differential between the various grades of crude oil. Roughly 40 percent 
of Upton’s oil production is light oil and 60 percent is a medium grade. 


Gas prices began the year at low levels and increased to CDN$6.11 (AECO) for December 
2002 averaging CDN$4.18 (AECO) for the year. Upton realized an average wellhead price of 
$3.49 per mcf in 2002. Upton’s 2002 results were not significantly influenced by gas, which 
comprised only 6 percent of sales volumes and 4 percent of sales revenue. 


19 


The value of the Canadian dollar against its United States counterpart also influences prices for 
Canadian producers. Producers benefit from a lower Canadian dollar since their commodity 
price correlates closely to the U.S. dollar Nymex WTI. The Canadian dollar improved marginally 
throughout the year. It began 2002 at 1.595 and ended the year at 1.575, resulting in lower 
wellhead prices received. These gains were moderated by gains realized during the year from 
foreign exchange hedging. 


2003 Operations 


On January 27, 2003 the Company announced it had commenced a process to explore 
strategic alternatives designed to maximize shareholder value. At the time of writing this report 
the Company is in the maximization process and no commentary or forward looking comments 
can be made about the results. 


The Company commenced an active drilling program in the first quarter of 2003 all focused in 
southeast Saskatchewan and designed to take advantage of the Company’s excellent inventory 
of development drilling locations and very high oil prices. 


First quarter cash flow is expected to be fully expended on capital expenditures resulting in first 
quarter debt levels similar to December 31, 2002. Second quarter capital expenditures are 
historically lower due to spring break up restrictions. As a result, net debt (including working 
capital deficit) is expected to drop by June 30, 2003. The forward plan and strategy for the 
second half of 2003 will be dependant on the result of the process to explore strategic 
alternatives to maximize shareholder value. 


Cash Flow Sensitivities 


Net of hedges in place (at December 31,2002 U.S. $25.00 WTI) Impact on cash flow $ per share 
Oil price change (U.S.$1 WTI per barrel) $2,293 $0.11 
Oil sales volume change (100 barrels per day) $737 $0.04 
Gas price change (CDN$1.00 mcf AECO) $506 $0.02 
Gas sales volume change (1 mmcfd) $1,140 $0.05 
Interest rate change (one percent) $440 

Exchange rate change (CDN$0.01 $185 


Cash flow from operations is dependent on a number of factors, some of which are not within 
Upton’s control. The above table indicates Upton’s sensitivities to fluctuations in the industry 
environment anticipated for 2003. 


Business Risks 
The oil and gas industry confronts various risk classifications. Many of these risks are standard to all 


businesses, while others are specific to the petroleum exploration, development and production 
industry. These are summarized into operational, financial and regulatory risks in the following table. 


OPERATIONAL RISKS AND MITIGATING STRATEGY 


Risk 
Recruiting and retaining quality professional staff. 


Finding and developing economical petroleum 
reserves. 


Maintenance of reservoir production performance. 
Marketing oil production. 
Accidental failure of various equipment used to find 


and develop reserves. 


Employee and third party, environmental and 
safety. 


FINANCIAL RISKS AND MITIGATING STRATEGY 
Risk 


Negative effects of market-driven commodity price. 


Negative effects of foreign exchange rate 
fluctuations. 


Debt levels and the negative effects of interest rate 
changes. 


Credit risk 


Mitigating Strategy 
Employs only qualified, experienced and 


professional staff supported by competitive 
compensation programs. 


Company continues to focus on areas where it has 
core competency. 


Proactively maintains and applies current 
technologies where appropriate. 


Contracts marketing functions to experienced, 
proven third party marketing professionals. 


Maintains prudent levels of insurance for all 
possible contingencies. 


Provides ongoing safety and environmental 
courses and training for all applicable staff. 


Mitigating Strategy 
Management has the authority to hedge the price 


of up to 50 percent of oil and gas production. 


Foreign exchange rate changes have a relatively 
minor impact on Upton’s cash flow. However, 
foreign exchange hedge contracts are purchased 
where appropriate to mitigate the impact of 
fluctuations in the exchange rate. 


The Company limits long-term debt to less than 
1.5 times annual cash flow and may hedge interest 
rates. 


The Company conducts all of its hedging programs 
with investment grade companies. All oil and gas 
sales contracts are done with high credit quality 
companies or letters of credit are secured. 


REGULATORY RISKS AND MITIGATING STRATEGY 


Risk 
Government energy policies, taxation laws and 
operational laws. 


Environmental issues, community, resident and 
employee needs. 


Mitigating Strategy 

Upton follows all rules and regulations required by 
government policies and procedures. The 
Company carefully monitors government policies 
which could significantly affect the firm. 


All facilities are routinely maintained under high 
regulatory and company standards. 
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MANAGEMENT’S STATEMENT OF RESPONSIBILITY 


The accompanying consolidated financial statements of Upton Resources Inc. were prepared 
by and are the responsibility of management. They have been prepared in conformity with 
Canadian generally accepted accounting principles. The financial information in the annual 
report has been reviewed to ensure consistency with the financial statements. 


Management maintains systems of internal accounting control designed to provide reasonable 
assurance that all transactions are properly recorded in the Company's book of accounts, that 
procedure and policies are adhered to and that assets are safeguarded from unauthorized use. 


PricewaterhouseCoopers LLP, an independent firm of chartered accountants, has been 
engaged, as approved by the shareholders’ vote at the last annual meeting, to examine the 
consolidated financial statements in accordance with Canadian generally accepted auditing 
standards and provide an independent professional opinion. 


The audit committee is composed of four members of the Board of Directors and meets 
quarterly with the financial officer of the Company. The external auditors of the Company have 
access to the audit committee to review the planning and scope of testing and to discuss the 
results of their audited work. On the recommendation of the audit committee, the consolidated 
financial statements have been approved by the Board of Directors. 


eee JED Me 


G. Scott Dutton Philip H. Grubbe, C.A. 
President and Chief Executive Officer Vice President, Finance and Chief Financial Officer 


February 21, 2003 
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AUDITORS’ REPORT 


To the Shareholders of Upton Resources Inc. 


We have audited the consolidated balance sheets of Upton Resources Inc. as at December 31, 
2002 and 2001 and the consolidated statements of operations, retained earnings and cash 
flows for the years then ended. These financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an opinion on these financial 
statements based on our audits. 


We conducted our audits in accordance with Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an audit to obtain reasonable assurance 
whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements. An audit also includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall financial statement 
presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Company as at December 31, 2002 and 2001 and the results of its 
operations and its cash flows for the years then ended in accordance with Canadian generally 
accepted accounting principles. 


Drrernatirhauaferpiy hE 


Chartered Accountants 
Calgary, Alberta 


February 21, 2003 
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CONSOLIDATED BALANCE SHEETS 
As at December 31, 2002 and 2001 


2002 2001 
(in thousands of dollars) : $ $ 


ASSETS 


Current assets 
Accounts receivable 12,908 8,255 


Future income tax benefit (note 6) 1,420 2,876 


Property, plant and equipment (notes 3, 4 and 12) 135,558 


149,886 
LIABILITIES 


Current liabilities 


Accounts payable 15,617 I SsOoN) 
Bank debt secured by long-term assets (note 4) 50,104 21,163 
65,721 41,400 


Abandonment and restoration provision (note 3) 4,790 3,755 


Future income tax liability (note 6) 13,409 


83,920 
SHAREHOLDERS’ EQUITY 
Capital stock (note 6) 23,277 10,364 


Retained earnings 42,689 36,250 


65,966 


149,886 


Commitments (note 11) 


Approved on Behalf of the Board 


W.R. Dutton G.H. Huntington, C.A. 
Director Director 
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CONSOLIDATED STATEMENTS OF OPERATIONS 
For the years-ended December 31, 2002 and 2001 


2002 2001 
(in thousands of dollars) $ $ 
REVENUE 
Oil and gas sales 69,187 5D 325 
Less: Royalties and production taxes 14,314 11,229 

54,873 = lea D is 
EXPENSES 
Production and operation 9,489 6,867 
General and administration 4,433 SIOMS 
Interest on bank debt 1,852 1,496 
Depletion and depreciation (note 3) 26,120 16,409 
Abandonment and restoration provision 972 793 

42,866 a 
Earnings before taxes 12,007 14,856 


Income taxes (note 6) 
Capital taxes 2,212 dlarAals! 
Future taxes 3,147 4,611 


Net earnings for the year (note 10) 


NET EARNINGS PER SHARE (note 9) 
Basic 0.34 0.50 
Diluted 


CONSOLIDATED STATEMENTS OF RETAINED EARNINGS 
For the years-ended December 31, 2002 and 2001 


2002 2001 
(in thousands of dollars) $ $ 
RETAINED EARNINGS — BEGINNING OF YEAR 36,250 28,108 
Normal course issuer bid purchases and share cancellations (note 5) (209) (390) 
Net earnings for the year 6,648 8,532 
Retained earnings — End of year 42,689 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 
For the years-ended December 31, 2002 and 2001 


2002 2001 
(in thousands of dollars) $ $ 


CASH PROVIDED BY (USED IN) 


OPERATING ACTIVITIES 

Net earnings for the year 

Items not affecting cash 
Depletion and depreciation 
Abandonment and restoration provision 
Future income taxes 

Cash flow from operations 

Net (increase) decrease in non-cash operating working capital balances (8,994) 

27,893 


8,020 
38,365 


FINANCING ACTIVITIES 


Increase in bank debt 22,341 

Issuance of capital stock 12,990 

Shares repurchased (297) 
35,034 


INVESTING ACTIVITIES 


Additions to property, plant and equipment (69,260) 
Proceeds on sale of property, plant and equipment - 
Net decrease (increase) in non-cash working capital balances 6,321 
(62,939) (38,652) 
Foreign exchange (non-cash) 3 FF (82) 


Cash — beginning and end of year - : 
Cash flow from operations per share (note 9) 

Basic 1.89 1.76 
Diluted 1.85 
Cash expended on interest 
Cash expended on taxes 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
as at December 31, 2002 
(tabular amounts in thousands of dollars unless otherwise noted) 


1 


COMPANY ACTIVITIES 


The Company is incorporated under the laws of Saskatchewan and its principal activity is the 
exploration, development and production of oil and gas properties. 


SIGNIFICANT ACCOUNTING POLICIES 
Principles of consolidation 


The consolidated financial statements include those of the Company and its subsidiaries. 
Investments in jointly controlled companies, jointly controlled partnerships and unincorporated 
joint ventures are accounted for using the proportionate consolidation method, whereby the 
Company's proportionate share of revenues, expenses, assets and liabilities are included in the 
accounts. 


Joint ventures 


Substantially all exploration and production activities are conducted jointly with others. These 
financial statements reflect only the Company's proportionate interest in such activities. 


Property, plant and equipment 
a) Capitalized costs 


The Company follows the full cost method of accounting, whereby all costs related to 
acquisition, exploration for and development of oil and gas reserves, whether productive or 
unproductive, are capitalized and accumulated in separate cost centres for Canada and the 
United States. Proceeds from the disposition of oil and gas properties reduce capitalized costs 
with no gain or loss recognized unless such disposition would significantly alter the depletion 
and depreciation rate. 


The Company applies a ceiling test to capitalized costs on an annual basis to ensure that such 
costs do not exceed estimated future net revenues from production of proven reserves plus the 
cost of undeveloped properties net of impairment less development costs of proven 
undeveloped reserves, administrative, financing, and applicable income and capital tax costs. 


b) Depletion and depreciation 


Depletion and depreciation of resource properties and equipment are provided on the unit of 
production method based on total proven reserves before royalties. Unproven properties are 
excluded from the depletion calculation until quantities of proven reserves or impairment can be 
determined. 


Depreciation on building, vehicles and office equipment is computed using the diminishing 
balance method at annual rates of 5 percent to 30 percent. 
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Abandonment and restoration provision 


The annual provision for future abandonment and site restoration costs is based on estimates 
made by management and is charged to income using the unit of production method where the 
ratio of current year production to proven reserves determines the proportion of site restoration 
costs to be expensed. The accumulated amount represents the aggregate of such annual 
provisions less the aggregate of actual site restoration expenses incurred and adjustments 
resulting from property dispositions. 


Foreign currency translation 


The Company translates the foreign denominated monetary assets and liabilities of integrated 
foreign operations at the exchange rate prevailing at the year-end, non-monetary assets and 
liabilities are translated at historical rates of exchange, and revenues and expenses are 
translated at the monthly average rate of exchange. Exchange gains and losses arising on 
translation of the accounts are included in consolidated earnings. 


Hedging activities 


The Company enters into contracts to hedge crude oil prices on a portion of its crude oil 
production to protect its future earnings and cash flows from the potential adverse impact of low 
crude oil prices and not for speculative purposes. Gains or losses on these contracts are 
included in revenues at the time of sale of the related hedged production. 


In addition, the Company enters into contracts to fix the U.S./Canadian dollar exchange rate as 
well as contracts to fix interest rates on banker’s acceptances entered into by the Company. 
Gains or losses on these contracts are included in revenues as the contracts expire. 


Income taxes 


The Company follows the liability method of tax allocation accounting. Under this method, 
recognition of a future tax liability or asset is dependent on the expected tax outflow or benefit to 
be derived from differences between the carrying value and tax basis of assets and liabilities. 


Stock-based compensation plans 


The Company has stock-based compensation plans. These are described in note 5. The 
company does not recognize any expense related to its stock-based compensation for share 
options granted to employees or directors. The impact on pro-forma earnings and pro-forma 
earnings per share, using the fair value method is disclosed in note 5. Options can be exercised 
for common shares. Any consideration paid by employees on exercise of stock options or 
purchase of stock is credited to share capital. 
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Measurement uncertainty 


The amounts recorded for depletion and depreciation of petroleum and natural gas properties and 
equipment and the provision for abandonment and restoration costs are based on estimates. The 
ceiling test is based on estimates of proved reserves, production rates, oil and gas prices, future 
costs and other relevant assumptions. By their nature, these estimates are subject to 
measurement uncertainty and the effect on the financial statements of changes in such estimates 
in future periods, could be significant. 


Earnings per share 
Earnings and cash flow per share are calculated using the weighted average number of common 


shares outstanding during the year. Diluted earnings and cash flow from operations per share 
are calculated under the treasury stock method (see note 9). 


PROPERTY AND EQUIPMENT 


2002 2001 

$ $ 
Petroleum properties 316,289 230,020 
Other property and equipment 3,505 3,229 
319,794 238,754 
Less: Accumulated depletion and depreciation (184,236) (158,116) 
135,558 80,638 


Capitalized expenditures relating to unproven properties which includes land costs and related 
seismic costs excluded from the depletion base are as follows: 


2002 2001 

$ $ 
Canada 4,364 2,209 
United States 1,507 2,041 


In 2001, the Company sold several non-core properties for cash proceeds of $6,901,000. The 
carrying value of oil and gas properties was reduced by $7,289,000 including the associated 
accumulated site restoration liability which was reduced by $388,000 for the year. 


In 2002, the Company capitalized indirect general and administrative overhead costs of $349,000 
(2001 — $479,000) relating to exploration and development activity. 


In 2002, the Company calculated its year-end ceiling test using the December monthly corporate 
average wellhead oil price of $40.08 per barrel and sales gas price of $5.16 per thousand cubic 
feet. No ceiling test write down was required as a result of this test at December 31, 2002. 
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At year-end, the estimated total future site restoration costs outstanding were $10,532,000 
(2001— $8,165,000). A liability of $4,790,000 (2001 - $3,755,000) has been recognized to date for 
these future site restoration costs. 


Total depletable assets have been reduced by the estimated salvage value of $11,533,000 
(2001— $8,489,000). 


BANK DEBT 
2002 2001 
$ $ 
Credit facility 50,104 27,741 
Mortgage : 


Credit facilities 


The Company has a $55,000,000 (2001 — $32,000,000) revolving demand credit facility with a 
banking syndicate. As at December 31, 2002 the Company had drawn $50,104,000 

(2001 - $27,741,000) from the credit facility consisting of a $9,104,000 demand loan and 
$41,000,000 in bankers’ acceptances. The demand loan interest is paid monthly in arrears at the 
bank’s pricing grid which is dependent on the Company's ratio of total debt to the most recent 
quarterly annualized cash flow. The bankers’ acceptance interest is paid in advance and bears 
interest at the bank’s prime acceptance fee rate with a stamp fee which is also subject to the 
bank’s pricing grid. At year-end, the demand loan carried an annual rate of the bank’s prime rate 
plus 0.375 percent and the banker’s acceptances carried a stamp fee of 1.375 percent. 


The credit facility is reviewed annually by the bank and provided certain covenants are met, no 
principal repayments will be required in the next twelve months. As at December 31, 2002 the 
Company is in compliance with its debt covenants. 


Security for the loan facility includes a $150,000,000 fixed and floating charge demand debenture 
over the Company's oil and gas properties and a general assignment of book debts of the 
company. 
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CAPITAL STOCK 


Authorized 
Unlimited number of common shares 


Issued and outstanding 


Number Amount 

of shares $ 

Balance — December 31, 2000 17,195,840 10,167 
Options exercised or cancelled for intrinsic value 110,371 283 
Shares purchased and cancelled under normal course issuer bid (140,800) (85) 
Former employee shares cancelled (2,967) (1) 
Balance — December 31, 2001 17,162,444 10,364 
Shares issued (note 12) 3,499,970 12,880 
Share issue costs - (24) 
Tax benefit on issue costs - 11 
Options exercised 55,500 134 
Shares purchased and cancelled under normal course issuer bid (86,000) (88) 


Balance — December 31, 2002 20,631,914 23,290) 


Pursuant to a normal course issuer bid throughout the year, the Company purchased 86,000 of 
its outstanding shares at an average cost of $3.46 per share. The total cost of acquiring these 
shares was $297,399 of which $209,043 exceeded the average carrying value and was charged 
to retained earnings. 


Stock-based compensation 


The Company has adopted the new CICA 3870 standard for reporting stock-based compensation 
for stock options granted after January 1, 2002. As now required by Canadian generally 
accepted accounting principles, the impact on net earnings and net earnings per share of such 
compensation costs, using the fair value method, is disclosed. The total fair value of the 
Company's options on June 22, 2002 is $498,416. 


$ 
Net earnings 
Reported 6,648,000 
Pro-forma 6,384,000 
Net earnings per common share 
Reported 0.34 
Pro-forma ONS 
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The fair value for options granted to employees and directors was estimated at the date of grant 
using a Black-Scholes Option Pricing Model with the following assumptions for 2002: 


Volatility factor of expected market price 0.45 
Weighted average risk free rate 4.29% 
Weighted average expected life in years 8.9 
Weighted average expected annual dividends per share - 


Under the original and the 1996 plans, which were consolidated into one plan in the current year, 
the Company may grant up to 2,009,744 shares to its employees for the year-ending 2002. Under 
both plans, the exercise price of each option equals the market price of the Company's stock on 
the date of the grant. The stock options vest over various periods up to 3 years from the date of 
grant with maximum terms ranging from 5 to 8 years. 


In May of 2002, the Company adopted a policy cancelling the ability for options to be exercised 
for their intrinsic value in cash or common shares. As of this time, options can now only be 
exercised for common shares. 


A summary of the status of the Company’s stock option plans as of December 31, 2002 and 
2001, and changes during the years-ending on those dates is presented below: 


2002 2001 
Shares Weighted-average Shares Weighted-average 


(000’s) Exercise price (000’s) exercise price 
Outstanding — Beginning of year 1,486 $3.15 1,628 $3.00 
Granted 396 3.47 232 3.44 
Exercised (55) 2.41 (110) 2.16 


Cancelled for intrinsic value 2:19 (112) 1.96 
Forfeited (cancelled 3.42 3.66 
Outstanding — End of year 1,739 $3.28 1,486 $3.15 
Options exercisable — End of year 


The following table summarizes information about fixed stock options outstanding at 
December 31, 2002. 


Options outstandin Options exercisable 
Weighted-average Weighted- 
Number outstanding remaining average Number exercisable Weighted- 
Range of at contractual life exercise at average 


exercise prices _ December 31, 2002 (years) price December 31, 2002 exercise price 


$1.00 to $1.99 162,400 0.8 $1.67 162,400 $1.67 

$2.00 to $2.99 628,000 1.5 $2.55 628,000 $2.55 

$3.00 to $4.99 781,400 3.6 $3.55 397,600 $3.62 

$5.00 to $8.99 104,000 1.3 $5.05 104,000 $5.05 

$9.00 to $9.99 63,000 2.0 $9.75 63,000 $9.75 
1,738,800 : $3.28 1,355,000 
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Effective November 18, 1998 the Board of Directors implemented a Shareholder Rights 
Protection Plan (“the plan”) which was approved at the annual and special meeting of 


shareholders on May 19, 1999. The plan defines the terms of a Permitted Bid in the event of a 
take-over offer for the Company and among other conditions requires that no shares be taken up 
under the Bid for a minimum of 45 days and a minimum level of shares being tendered. The plan 
is intended to provide the Board of Directors with adequate time to maximize shareholder value 


and to protect Upton shareholders from unfair, abusive or cohesive take-over strategies. 


INCOME TAXES 


The provision for future income taxes reflects an effective tax rate that differs from the expected 


Canadian income tax rate. The differences are as follows: 


Expected combined Canadian federal and provincial income tax rate 


Expected provision for (recovery of) income taxes 


Increase (decrease) resulting from 
Royalties and production taxes paid to the Crown 
Resource allowance on Canadian resource income 
Tax rate change 
Previously unrecognized U.S. losses 
Capital taxes 
Other 


Provision for income taxes 


2002 2001 
$ $ 

44.59% 44.97% 
5,354 6,681 
2,824 Pots 

(5,051) (4,123) 
- 112 

(91) (346) 
2242 1:743 

111 (26) 
5,359 6,324 


The future income tax liability or benefit is composed of temporary differences and future income 
tax reductions. The following table shows the tax-affected amounts of those items with a tax 


value in excess of their net book value: 


Share issue costs 

Tax value of property and equipment in excess of net book value 
Future site restoration deductions 

Partnership deferred income 

Other future deductions 

Future income tax benefit (liability) 


2002 2001 
$ $ 

63 17 
(3,381) 1,641 
1,602 1,261 
(10,280) : 

7 (43) 
(11,989) 2,876 
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Future income tax asset (liability) is comprised of: 


2002 2001 
$ $ 
Upton Resources U.S.A. Inc. 1,420 1.433) 
Upton Resources Inc. 


2002 2001 

$ $ 
Canadian exploration expense 12,459 2,950 
Canadian development expense 40,879 21,933 
Canadian oil and gas property expense 20,916 20,193 
Undepreciated capital cost 21,723 13,959 


95,977 


In addition, the Company has costs and losses of U.S.$24,897,567 (2001 — U.S.$21,149,258) which 
may be claimed against future income in the United States. At December 31, 2002, on an after-tax 
basis, the tax value of the U.S. assets exceed the net book value by U.S.$2,801,149 

(2001— U.S.$2,854,868). Of this amount, U.S.$900,000 (CDN$1,419,840) is recorded as a future tax 
benefit. Based on management's best estimate, this is the amount estimated as more likely than not 
to be realized in the near future. A future tax asset has not been recognized for the remaining 
U.S.$1,901,149 (2001 — U.S.$1,954,868). 


RELATED PARTY TRANSACTIONS 


At December 31, the Company has the following transactions and balances with companies 
controlled by certain directors and officers of the Company: 


2002 2001 

$ $ 
Accounts receivable ata 68 
Accounts payable - 5 


The Company operates oil wells for companies in which certain directors have ownership 
interests. These transactions were made under normal business terms and conditions and at the 
same rates as with non-related parties 
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Included in accounts receivable are two sets of non-interest bearing loans which have been 
offered to employees and officers for the purpose of acquiring shares in the Company. At 
December 31, 2002, the Company had non-interest bearing loans due from its officers of 
$103,601 (2001 — $147,178) and employees of $27,281 (2001 — $71,869). The loans were used 
to purchase shares and are secured by an assignment of these shares that are held in escrow 
until the loans are repaid. From the first set of interest free loans offered in 1998, $111,960 is 
outstanding which becomes due December 31, 2003. The second set of non-interest bearing 
loans offered on March 1, 2000 have $18,922 outstanding which is to be repaid in 2003 on the 
anniversary date of the loans. Loans are secured by the outstanding shares held in escrow. The 


value of the shares in escrow at December 31, 2002 is $142,665. 


SEGMENTED INFORMATION BY GEOGRAPHIC SEGMENT 


Canada United States Consolidated 
$ $ $ 
Year-ended December 31, 2002 
Revenues Gilmtoo 8,032 69,187 
Earnings before taxes 11,802 205 12,007 
Earnings 6,443 205 6,648 
Cash flow from operations 33,088 3,799 36,887 
Net capital expenditures 71,307 9733 81,040 
Identifiable assets 118,485 31,401 149,886 
Year-ended December 31, 2001 
Revenues 48,491 6,832 55.3235 
Earnings before taxes 14,084 Tez 14,856 
Earnings 7,760 712 8,532 
Cash flow from operations 26,955 3,390 30,345 
Net capital expenditures 18,855 IGshayZ 32,707 
Identifiable assets 64,864 26,905 91,769 
PER SHARE INFORMATION 
2002 2001 
Basic earnings per common share $0.34 $0.50 | 
Diluted earnings per common share $0.33 $0.49 
Basic cash flow from operations per common share $1.89 $1.76 
Diluted cash flow from operations per common share $1.85 Dingo 
Weighted average number of basic common shares outstanding 19,524,412 17,228,956 
Weighted average number of diluted common shares outstanding 19,916,356 A 76 eysh2 ake 


In computing the diluted net income and cash flow from operations attributable per common 
share, under the treasury stock method, the following number of shares were added to the 
weighted average number of common shares for the dilutive effect of employee stock options. 
For the year-ended December 31, 2002, 391,943 common shares were added (2001 — 303,526). 
Effectively, only “in the money’ dilutive instruments impact the diluted calculations. 
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FINANCIAL INSTRUMENTS AND HEDGING ACTIVITY 


The Company's financial instruments recognized in the financial statements consist of accounts 
receivable, accounts payable and bank debt. The fair value of the accounts receivable and 
payable approximate their carrying amounts due to the short-term maturity of these instruments, 
while the fair value of the bank debt credit facility approximates its carrying amount as the interest 
rate is a floating market rate. 


The Company utilizes certain derivative financial instruments including crude oil swap contracts, 
crude oil option contracts, foreign exchange swap contracts and foreign exchange interest rate 
option contracts. The Company enters into these contracts to manage its cash flow exposure to 
the volatility of crude oil prices foreign exchange rates and interest rates. Financial derivative 
contracts outstanding at December 31, 2002 were as follows: 


Term Quantity/Day Price/Barrel 


Crude oil options (collars) 


May 1, 2002 to April 30, 2003 500 barrels Call U.S.$28.10 WTI 
Put U.S.$24.00 WTI 


June 1, 2002 to May 31, 2003 500 barrels Call U.S.$26.05 WTI 
Put U.S.$22.00 WTI 


September 1, 2002 to August 31, 2003 500 barrels Call U.S.$28.10 WTI 
Put U.S.$24.00 WTI 


January 1, 2003 to December 31, 2003 500 barrels Call U.S.$27.10 WTI 
Put U.S.$23.00 WTI 


Crude oil options (swaps) 


January 1, 2003 to December 31, 2003 500 barrels Fixed U.S. $26.75 WTI 


The fair value of these collars based on quotes provided by brokers would result in a loss of 
U.S.$804,902 (CDN$1,269,813) if terminated at December 31, 2002. 


Financial derivative contracts entered into subsequent to year-end are as follows: 


Term Quantity/Day Price/Barrel 
Crude oil options (collars) 


February 1, 2003 to December 31, 2003 500 barrels Call U.S.$30.00 WTI 
Put U.S.$25.00 WTI 


May 1, 2003 to December 31, 2003 500 barrels Call U.S.$28.00 WTI 
Put U.S.$25.00 WTI 


Crude oil options (swaps) 


June 1, 2003 to December 31, 2003 


500 barrels Fixed U.S.$28.00 WTI 
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Foreign exchange swap 


On September 6, 2002, Upton entered into an average rate forward foreign exchange contract. 
Based on monthly average rates, Upton will trade U.S.$1,000,000 per month at a strike price of 
U.S.$1.58 for the months of January through December 2003. 


The fair value of this contract, based on quotes provided by brokers, would result in a gain of 
U.S.$62,317 (CDN$98,311) if terminated on December 31, 2002. 


Interest rate hedge 


In the third quarter, Upton entered into Forward Rate Agreements and hedged banker’s 
acceptance rates on a portion of its debt for the period November 18, 2002 through October 9, 
2003. Interest rate hedges outstanding as of December 31, 2002 were as follows: 


Amount Interest 

Term $ rate 
November 18, 2002 to February 18, 2003 6,000,000 3.05 
January 9, 2003 to April 10, 2003 6,000,000 B07, 
January 9, 2003 to April 10, 2003 6,000,000 3.06 
February 18, 2003 to May 20, 2003 6,000,000 2.86 
April 10, 2003 to July 10, 2003 6,000,000 3.41 
April 10, 2003 to July 10, 2003 6,000,000 3.19 
April 10, 2003 to July 10, 2003 6,000,000 3.20 
May 20, 2003 to August 19, 2003 6,000,000 Sy i/ 
July 10, 2003 to October 9, 2003 6,000,000 3.29 
July 10, 2003 to October 9, 2003 6,000,000 reo 
July 10, 2003 to October 9, 2003 6,000,000 Sh 1K 


The fair value of these contracts, based on quotes provided by brokers, would result in a loss of 
$48,017 if terminated on December 31, 2002. 


Interest rate hedges entered into subsequent to December 31, 2002 are as follows: 


Amount Interest 
Term $ rate 
August 19, 2003 to November 18, 2003 7,000,000 3.04 


37 


11 COMMITMENTS 


At December 31, 2002, the Company had non-cancellable long—term commitments related to its 
head office lease with the following future payments: 


$ 
2003 251,658 
2004 251,658 
2005 2991035 
2006 265,683) 
2007 265,638 


Thereafter 


12 ACQUISITIONS 


On April 25, 2002, pursuant to a Plan of Arrangement, the Company acquired all the outstanding 
shares of Empire Energy Inc. (“Empire”). The previous shareholders of Empire received, for each 
of their Empire shares, $0.5345 in cash and 0.134 of a common share of the Company. The 
acquisition has been accounted for using the purchase method and the purchase price has been 
allocated as follows: 


$ 

Purchase price mpl 
Net working capital deficiency assumed 373 
Petroleum assets 41,976 
Future income tax liability (11,709) 
Site abandonment and restoration liability assumed (64) 
Long-term debt assumed (3,552)} 

27,024 
Consideration 
Cash 13,960 
3,499,970 common shares issued 12,880 
Cost of acquisition 184 

27,024 


13 SUBSEQUENT EVENT 


On January 27, 2003 the Company announced that it has resolved to commence a process to 
explore strategic alternatives designed to maximize shareholder value. 
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SUPPLEMENTARY INFORMATION 


Quarterly Financial Information 


(in thousands of dollars 
expect per share amounts) 2002 2001 
Q1 Q2 Q3 Q4 
Revenues 11,974 17,811 20,275 19,127 DD.320 
Earnings (loss) 1,794 2,113 3,001 (260) 8,532 
Earnings (loss)/share ($) 0.10 0.11 0.15 (0.01) 0.50 
Cash flow from operations 6,404 9,103 11,277 10,103 30,345 
Cash flow from 
operations/share ($ 


0.49 0. : 1.76 


Trading Range of Common Shares 


2002 2001 
Qi Q2 Q3 Q4 


High ($/share) 4.10 4.25 4.05 4.60 
Low ($/share) 72 3.45 3.31 3.51 
Close ($/share) 3.70 3.60 3.70 4.15 
Volume (thousands 2,626 4,335 14,147 


Abbreviations 


Oil and Natural Gas Liquids Natural Gas 
Bbl barrel Mcf thousand cubic feet 
Bbls barrels Mmcf million cubic feet 
Mbblis thousand barrels Bcf billion cubic feet 
BOE/d barrels of oil equivalent per day Mcf/d thousand cubic feet per day 
Bbls/d barrels of oil per day Mmef/d million cubic feet per day 
MMbbis million barrels m° cubic metre 
API American Petroleum Institute MMBTU million British Thermal Units 
Stb stock tank barrels gigajoule trillion joules 
m°/d cubic metres per day 

Other 
BOE barrel of oil equivalent of natural gas and crude oil on the basis of 1Bbl of crude oil for 6Mcf of 

natural gas (this conversion factor is not based on either energy content or current prices) 
MBOE thousands of BOE 
ARTC Alberta Royalty Tax Credit 


She) 


FIVE YEAR SUMMARY 


(in thousand of dollars expect otherwise noted) 


2002 
FINANCIAL 
Revenues 
Oil and gas Sales 69,187 29,713 
Less: royalties (14,314) (6,157) 
Revenue net of royalties 54,873 23,556 
Expenses 
Operating 9,489 5,959 
Interest 1,852 1,718 
General and administrative 4,433 2,347 
Depletion and depreciation 26,120 48,227 
Site restoration 972 1,099 
Cash flow from operations 36,887 12,418 
per share — basic 1.89 0.73 
per share- diluted 1.85 0.70 
Net earnings (loss) 6,648 (23,143)* 
per share — basic 0.34 (1.36)* 
per share- diluted 0.33 anti-dilutive* 
Balance Sheet Information 
Net capital expenditures — 
including corporate acquisition 81,040 
Net capital expenditures — 
excluding corporate acquisitions 39,064 
Bank debt 50,104 
Working capital deficit 2,709 
Total assets 149,886 67,529 
Shareholders’ equity 65,966 28,661 
Common Share Information 
Shares outstanding at year-end 
Basic 20,632 
Basic shares plus total options 22,371 
Weighted average common shares 
Basic 19,524 
Diluted 19,916 
Equity market capitalization (December 31) (millions 85.6 
OPERATING 
Reserves (thousands of equivalent barrels) 
Proven 10,027 
Probable 5,446 5,429 
Total 15,472 14,098 
Established 12,750 11,384 
Production and Netbacks 
Average barrels of oil equivalent (boe) per day 5,517 4,589 
Exit rate (December average) boe 5,709 4,575 
Total barrels of oil equivalent (thousands) 2,014 1,675 
Net realized price ($ per boe) 34.36 33.03 
Operating costs ($ per boe) 4.71 4.10 
Operating netbacks ($ per boe) 22.54 22.23 
All-in cash netback ($ per boe) 18.32 18.13 
Land Holdings 
Total land (thousands of net acres) 345 PxoM 
Undeveloped land (thousands of net acres) 317 202 
Drilling Activity 
Gross 50.0 51 
Net 36.8 S210 
Number of Employees 
Head Office 25 26 


Field Office 


* restated in accordance with the new accounting for income tax standard set by the Canadian Institute of Chartered Accountants 
* restated to the treasury stock method 
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